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OATH OR AFFIRMATION

I, Allison D. Diamond, Chief Financial Officer, swear (or affirm) that, to the best of my knowledge and belief the
accompanying financial statement and supporting schedules pertaining to the firm of GRANITE FINANCIAL GROUP, INC., as
of December 31, 2003 are true and correct. I further swear (or affirm) that neither the company nor any partner, proprietor,
principal officer or director has any proprietary interest in any account classified solely as that of a customer, except as

follows:
(U/nison D. Diamond
ey Chief Financial Officer
STATE OF CALIFORNIA ) On this Zé% day of February, .

) ss. in the year 2004, before me, ﬁz Z[’C [2?@3 , SZ&!/dﬁ 5[;
COUNTY OF SAN DIEGO ) . a Nptary Public, State of California, duly commissioned and sworn,
personally appeared Q/ / i,SQ 1] D. Dia Q’_)QQE , personally known to me (or proved to me on the basis of]
satisfactory evidence) to be the person(s)}wHose nameds/are subscribed to the within instrument, and acknowledged to me

that _She executed the same in hiseDtheir authorized capacity(ies), aad-tiat histGeEAheir
signature(s) on-the instrument the person(s),-esthe entity upon behalf of which the person(syacted, executed the

M scal. ) ».  AUCE MAE SWIDERSKI
/ / A / ‘_.‘{‘ = ",__'- '.~_ ission # ‘m

My commission expires [2‘ é(&( 2%

This report ** contains (check applicable boxes):

v" (a) Facing page.

v' (b) Statement of Financial Condition.

v (c) Statement of Income (Loss).

v (d) Statement of Cash Flows.

v (e) Statement of Changes in Stockholders’ Equity or Partners’ or Sole Proprietor’s Capital.

a (f) Statement of Changes in Liabilities Subordinated to Claims of Creditors.

v" (g) Computation of Net Capital.

d (h) Computation for Determination of Reserve Requirements Pursuant to Rule 15¢3-3.

v (i) Information relating to the Possession or control Requirements Under Rule 15¢3-3.

v (3) AReconciliation including appropriate explanation, of the Computation of Net Capital Under Rule 15¢3-1 and
the Computation for Determination of the Reserve Requirement Under Exhibit A of Rule 15¢3.3

Q (k) A Reconciliation between the audited and unaudited Statements of Financial Condition with respect to
methods of consolidation.

v ()  An Oath or Affirmation.

Q (m) A Copy of the SIPC Supplemental Report.

O  (n) A report describing any material inadequacies found to exist or found to have existed since the date of the
previous audit.

v (o) Certified Public Accountants’ Supplementary Report on Internal Accounting Control.

Q  (p) Schedule of segregation requirements and funds in segregation-customers’ regulated commodity futures

account pursuant to Rule 171-5.

** For conditions of confidential treatment of certain portions of this filing, see section 240.17e-5(e)(3).
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Granite Financial Group, Inc.

San Diego, California

We have audited the accompanying statement of financial condition of Granite Financial Group, Inc. as of
December 31, 2003, and the related statements of operations, changes in stockholders' equity, and cash flows
for the year then ended that you are filing pursuant to Rule 17a-5 under the Securities Exchange Act of 1934.
These financial statements are the responsibility of the Company’s management. Our responsibility is to
express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with U.S. generally accepted auditing standards. Those standards require
that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are
free of material misstatement. An audit includes examining, on a test basis, evidence supporting the amounts
and disclosures in the financial statements. An audit also includes assessing the accounting principles used and
significant estimates made by management, as well as evaluating the overall financial statement presentation.
We believe our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the financial
condition of Granite Financial Group, Inc. as of December 31, 2003, and the results of their operations and cash
flows for the year then ended, in conformity with U.S. generally accepted accounting principles.

Our audit was conducted for the purpose of forming an opinion on the basic financial statements taken as a
whole. The information contained in Schedules [, II, and IIl is presented for the purposes of additional analysis
and is not a required part of the basic financial statements, but is supplemental information required by Rule
17a-5 under the Securities Exchange Act of 1934. Such information has been subjected to the auditing
procedures applied in the audit of the basic financial statements and, in our opinion, is fairly stated in all
material respects in relation to the basic financial statements taken as a whole.

CORADINO HICKEY AND HANSON
A CPA CORPORATION

Toreen &M

Bruce A. Hanson, CPA

February 25, 2004

4275 Executive Square, Suite 200 » La Jolla, California 92037  Telephone (858) 455-9000 » Facsimile (858) 455-8279 « www.chhcpa.com




GRANITE FINANCIAL GROUP, INC.
STATEMENT OF FINANCIAL CONDITION
DECEMBER 31, 2003

ASSETS

CURRENT ASSETS

Cash and cash equivalents

Receivable from clearing firm

Prepaid expenses and other current assets

Marketable securities held for investment

Stockholder and officer receivables

Current portion of loans receivable

Total current assets

FURNITURE, EQUIPMENT AND IMPROVEMENTS
Computer equipment
Furniture and fixtures
Leasehold improvements

Less accumulated depreciation and amortization

OTHER ASSETS
Loans receivable - employees (less current portion above)
Investment
Deposits
Other assets

LIABILITIES AND STOCKHOLDERS’ EQUITY
CURRENT LIABILITIES
Accounts payable
Accrued expenses
Marketable securities held short

Total current liabilities

OTHER LIABILITIES
Deferred income tax liability, net
Employee deposit

STOCKHOLDERS’ EQUITY

See notes to financial statements.

$ 637,031
39,363
79,868

151,085
62,000
35.000

1,024,347

130,906
157,433

99,573
387,912

(47,570)
340,342

77,500
180,000
39,694

6,000

303,194
3 1,667.883

$ 393,408
225,283

56,100

674,791

42,000

3.000

45,000
948,092

$ 1,667,883




GRANITE FINANCIAL GROUP, INC.
STATEMENT OF OPERATIONS

FOR THE YEAR ENDED DECEMBER 31, 2003

REVENUES
Private placement income
Commissions
Gains (losses) on securities, net
Consulting income
Interest income
Other income

EXPENSES
Salaries, payroll taxes and benefits
Clearing firm charges
Information services
Occupancy and office expense
Consulting
Other general and administrative expenses
Loss on disposition of fixed assets
Communications
Regulatory fees and expenses
Margin interest expense

Net income before provision for income taxes

PROVISION FOR INCOME TAXES
Current
Deferred

Net income

See notes to financial statements.

$ 2,159,568
4,745,245
1,156,115

110,000
15,226
100,775

8.286,929

5,334,450
691,584
192,187
420,474
600,050
613,110
135,408

49,643
27,405

1483

8.065.794

221,135

26,000
—67.000

—93.000

3 128,135




GRANITE FINANCIAL GROUP, INC.
STATEMENT OF CHANGES IN STOCKHOLDERS' EQUITY

For THE YEAR ENDED DECEMBER 31, 2003

Common  Additional Retained Total
Stock Paid-In Earnings  Stockholders’
Class A Capital (Deficit) Equity
BALANCE AT, December 31, 2002 $ 10,000 $894,067 § (84,110) §$ 819,957
Net income - - 128.135 128,135
BALANCE AT, December 31, 2003 $ 10000 $ 894067 $ 44025 $ 948,092

See notes to financial statements.




GRANITE FINANCIAL GROUP, INC.
STATEMENT OF CASH FLOWS

FOR THE YEAR ENDED DECEMBER 31, 2003

CASH FLOWS FROM OPERATING ACTIVITIES:
Net income $ 128,135
Adjustments to reconcile net income to cash provided
by operating activities:

Depreciation and amortization 66,288
Deferred income taxes 67,000
Loss on disposition of equipment and improvements 135,408
Uncollectible note receivable 20,014
Forfeit of employee deposit (51,837)
Effect of changes in:
Receivable from clearing firm 85,934
Prepaid expenses and other current assets 114,700
Marketable securities 101,661
Other assets (40,707)
Accounts payable 228,233
Accrued expenses (619,483)
Net cash provided by operating activities 235,346

CASH FLOWS FROM INVESTING ACTIVITIES:

Acquisition of furniture, equipment and improvements (320,206)
Acquisition of investment (180,000)
Collection of note receivable 31,925
Issuance of stockholder and officer receivables (62,000)
Issuance of loans receivable (22,500)
Collection of loans receivable 56,083
Net cash used by investing activities (496.698)

CASH FLOWS FROM FINANCING ACTIVITIES:

Collection of employee deposits 3,000
Net cash provided by financing activities 3.000
Decrease in cash and cash equivalents (258,352)

CASH AND CASH EQUIVALENTS, beginning of year 895.383
CASH AND CASH EQUIVALENTS, end of year $ 637,031

See notes to financial statements.




GRANITE FINANCIAL GROUP, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

DESCRIPTION OF COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES

Granite Financial Group, Inc. (the "Company") a California Corporation, was formed on December 1, 1997.
The Company is registered as an Introducing Broker-Dealer with the National Association of Securities
Dealers, Inc. (“NASD”) effective August 27, 1998.

The Company’s activities include both traditional brokerage services and corporate finance. Brokerage
activities include, but are not limited to, principal and agency transactions, market making, and institutional
sales. The Company does not carry security accounts for customers or perform custodial functions relating
to customer securities.

Customers’ securities transactions and related commission income and expenses are recorded on a
settlement-date basis. Profit and loss arising from securities transactions entered into for the account and risk
of the Company are also recorded on a settlement-date basis.

Corporate finance revenues include fees earned from providing full service investment banking activities.
Certain of these services include PIPE (“Private Investments in Public Equities”) transactions, merger and
advisory activity and consulting and research. Fees for advisory services are recorded when earned and
received. Investment banking management fees and related commissions are recorded at the time the
transaction/underwriting is completed.

The Company considers all highly liquid investments such as money market funds with a maturity of three
months or less at the date of acquisition to be “cash equivalents”. The Company maintains its cash and cash
equivalent balances at financial institutions which are insured by the Federal Deposit Insurance Corporation
up to $100,000, while securities accounts (such as money market funds) are protected by an independent
insurer. At December 31, 2003 the Company’s uninsured cash and cash equivalents balances totaled
approximately $525,000.

Marketable securities are valued at market.

The Company considers all receivables to be fully collectible; accordingly, no allowance for doubtful
accounts or loans is required. If amounts become uncollectible, they will be charged to operations when that
determination is made.

Property and equipment are stated at cost. Depreciation is provided for using the straight-line basis over the
estimated useful lives of the assets which are estimated to be five to seven years. Leasehold improvements
are amortized to expense over the term of the lease. Depreciation and amortization expense charged to
operations for the year ended December 31, 2003 was $66,288.

In December 2003, the Company purchased 20,000 shares of Western Alliance Bancorporation common
stock for $180,000, which is reflected on the balance sheet as an investment.




GRANITE FINANCIAL GROUP, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

DESCRIPTION OF COMPANY AND SUMMARY OF SIGNIFICANT ACCOUNTING
POLICIES (Continued)

The employee deposit represents an amount the Company required from a specific employee to indemnify
the Company for any and all trading losses caused by the employee’s acts or omissions.

The Company is authorized to issue 1,000,000 shares of no par value Class A common stock of which
10,000 shares were issued and outstanding at December 31, 2003. The Company is also authorized to issue
1,000,000 shares of no par value nonvoting Class B common stock of which none were issued and
outstanding at December 31, 2003.

Cash paid for interest on all Company debt was $1,483 for the year ended December 31, 2003.

The preparation of financial statements in conformity with U.S. generally accepted accounting principles
requires management to make estimates and assumptions that affect certain reported amounts and
disclosures. Accordingly, actual results could differ from those estimates.

NET CAPITAL REQUIREMENTS

The Company, as a registered broker-dealer, is required under the provisions of the Securities Exchange Act
011934 Rule 15¢3-1 to maintain the greater of a minimum net capital of at least $100,000 or one-fifteenth of
the aggregate indebtedness as defined under the Act. At December 31,2003, the Company's net capital was
$128,944 and the Company's aggregate indebtedness was $663,691 or 515% of net capital.

RECEIVABLE FROM CLEARING FIRMS

Amounts receivable from clearing firms at December 31, 2003 consist of the following:

Commissions receivable from Banc of America Securities, LLC $ 59,363
MARKETABLE SECURITIES HELD FOR INVESTMENT

Marketable securities held for investment consist of publicly traded corporate stocks, which are as follows at
December 31, 2003:

Marketable Securities

Equity Securities Shares  Market Value
Ivanhoe Energy, Inc. 25,000 $ 93,500
Vending Data Corp. 9,500 56,525
20/20 Networks ‘ 5,000 1,050
Network Plus Corp. 5,000 10

$§ 151,085




GRANITE FINANCIAL GROUP, INC.

NOTES TO FINANCIAL STATEMENTS
DECEMBER 31, 2003

MARKETABLE SECURITIES HELD FOR INVESTMENT (Continued)

These securities are held for investment and are valued at market at December 31, 2003. Unrealized gains
and losses resulting from increases or decreases in fair market value during the period the securities are held
by the Company, along with realized gains and losses on securities sold during the year ending
December 31, 2003 are reflected on the statement of income. The marketable securities held at
December 31, 2003 have no restrictions or other arrangements or conditions, which limit their marketability.

LOANS RECEIVABLE—EMPLOYEES

The employee loans receivable are unsecured and are to be repaid annually based upon the employee’s
percentage of net fees determined by the Company. The total annual maximum repayment amounts for the
employee loan receivables are limited to $35,000.

INCOME TAXES

Provision for income taxes has been estimated based upon the statutory rate of 8.84% for California
Franchise tax and the effective Federal income tax rates. The provision for income taxes represents the
estimated tax payable or refundable for the period plus or minus the change during the period in deferred tax
assets and liabilities.

Deferred income tax assets, net of valuation allowances, and liabilities are computed annually for differences
between the financial statement and tax bases of assets and liabilities that will result in taxable or deductible
amounts in the future based on enacted tax laws and rates which are then applied to the periods in which the
differences are expected to affect taxable income. A deferred tax liability of $42,000 is attributable primarily
to an excess of tax depreciation over book depreciation and unrealized gains on marketable securities held at
December 31, 2003.

There were no cash payments for income taxes for the year ended December 31, 2003.
LEASE COMMITMENT

The Company leases office facilities in San Diego, California and Atlanta, Georgia under noncancellable
operating lease agreements, which have expiration dates ranging from 2006 to 2008. The San Diego lease
has an option to extend the term for an additional five years. The current aggregate monthly rent is
approximately $33,800 and is subject to scheduled escalations. The Company must also pay for its share of
the property taxes, insurance, repairs and maintenance, and common area expenses related to the facilities,
under the terms of the agreements.

The Company has also entered into various noncancellable operating lease agreements for equipment and an

automobile. Asof December 31, 2003, aggregate monthly rent on these leases is approximately $1,600. The
leases have expiration dates ranging from 2004 to 2007.
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GRANITE FINANCIAL GROUP, INC.

NOTES TO FINANCIAL STATEMENTS

DECEMBER 31, 2003

LEASE COMMITMENT (Continued)

The total rent expense charged to operations under leases for the year ended December 31, 2003 was
approximately $369,000 (net of month-to-month sublease income of approximately $69,000).

The total minimum lease commitments for all non-cancelable operating leases with terms of one year or
more as of December 31, 2003 are as follows:

For The Years Ended December 31,

2004 $ 477,590
2005 440,129
2006 440,382
2007 427,513
2008 326,631
Thereafter -
$2,112.245

RETIREMENT PLAN

The Company adopted a 401(K) Retirement Savings Plan effective January 1, 2001. Employees are eligible
to participate upon reaching twenty-one years of age and after completing six months of service. Participants
may contribute up to $12,000 of their compensation, subject to statutory limitations. The Company may
make discretionary matching contributions as well as discretionary profit sharing contributions to the Plan.

For the year ended December 31, 2003 the Company did not make any discretionary contributions to the
Plan.

SUBSEQUENT EVENT

Subsequent to year-end, on January 1, 2004 the Company and a stockholder entered into a stock redemption

agreement. The Company agreed to pay $20,000 for the redemption of 500 shares of Class A voting
common stock, which represented the stockholder’s entire interest.

11




GRANITE FINANCIAL GROUP, INC.

SUPPLEMENTARY SCHEDULES




GRANITE FINANCIAL GROUP, INC.

SCHEDULE [ - COMPUTATION OF NET CAPITAL AND AGGREGATE INDEBTEDNESS

DECEMBER 31, 2003

Total ownership equity from statement of financial condition
Total non-allowable assets
Total allowable credits
Net capital before haircuts on securities positions
Haircuts on securities:
Trading and investment securities—other

Net capital

Minimum net capital required (based on aggregate indebtedness)
Minimum net capital requirement

Net capital requirement

Excess net capital

Excess net capital at 1000%

Total aggregate indebtedness

12

$ 948,092
(640,547)
42,000
349,545

(220.601)
§ 128944

$ 44246

3 100,000
§ 28944
62,5




GRANITE FINANCIAL GROUP, INC.
SCHEDULE Il - EXEMPTIVE PROVISION UNDER RULE 15¢3-3
DECEMBER 31, 2003

An exemption from Rule 15¢ 3-3 is claimed based on:
All customer transactions are cleared through another Broker-Dealer on a fully disclosed basis.
Name of Clearing Firm:

Banc of America Securities, LLC SEC No. 8-42263 Product Code A

13



GRANITE FINANCIAL GROUP, INC.

SCHEDULE III - RECONCILIATION OF NET CAPITAL PURSUANT TO RULE 17a-5(d)(4)

DECEMBER 31, 2003

Net capital as reported in Part II of the Company's
Focus report at December 31, 2003

Adjustment to net income to capitalize fixed assets

Adjustment to net income to record stockholder receivable
Adjustment to net income to write-off uncollectible note receivable
Adjustment to net income to accrue consulting expense
Adjustment to accrued bonuses

Adjustment to net income for current and deferred income taxes
Adjustment to allowable credits

Adjustments to allowable assets

Adjustment to haircuts on securities

Adjusted net capital

Regulatory net capital, per audit

14

§ 160,174

59,945
40,000
(20,014)
(32,637)
25,000
(93,000)
42,000
(51,179)
(1.345)

$ 128,944

28,944




GRANITE FINANCIAL GROUP, INC.
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CERTIFIED PUBLIC ACCOUNTANTS' SUPPLEMENTARY REPORT Accounting Firms
ON INTERNAL ACCOUNTING CONTROL

Board of Directors
Granite Financial Group, Inc.
San Diego, California

In planning and performing our audit of the financial statements and supplemental schedules of Granite Financial
Group, Inc., for the year ended December 31, 2003, we considered its internal control, including control activities
for safeguarding securities, in order to determine our auditing procedures for the purpose of expressing our
opinion on the financial statements and not to provide assurance on the internal control.

Also, as required by rule 17a-5(g)(1) of the Securities Exchange Commission (SEC), we have made a study of the
practices and procedures followed by the Company including tests of such practices and procedures that we
considered relevant to the objectives stated in rule 17a-5(g) in making the periodic computations of aggregate
indebtedness (or aggregate debits) and net capital under rule 17a-3(a)(11) and for determining compliance with
the exemptive provisions of rule 15¢3-3. Because the Company does not carry securities accounts for customers
or perform custodial functions relating to customer securities, we did not review the practices and procedures
followed by the Company in any of the following:

1. Making quarterly securities examinations, counts, verifications, and comparisons.
2. Recordation of differences required by rule 17a-13.

3.  Complying with the requirements for prompt payment for securities under Section 8 of the Federal
Reserve Regulation T of the Board of Governors of the Federal Reserve System.

The management of the Company is responsible for establishing and maintaining internal control and the
practices and procedures referred to in the preceding paragraph. In fulfilling this responsibility, estimates and
judgements by management are required to assess the expected benefits and related costs of controls and of the
practices and procedures referred to in the preceding paragraph and to assess whether those practices and
procedures can be expected to achieve the SEC's above-mentioned objectives. Two of the objectives of internal
control and the practices and procedures are to provide management with reasonable but not absolute assurance
that assets for which the Company has responsibility are safeguarded against loss from unauthorized use or
disposition and that transactions are executed in accordance with management's authorization and recorded
properly to permit the preparation of financial statements in accordance with U.S. generally accepted accounting
principles. Rule 17a-5(g) lists additional objectives of the practices and procedures listed in the preceding

paragraph.
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Board of Directors
Granite Financial Group, Inc.
Page Two

Because of inherent limitations in internal control or the practices and procedures referred to above, error or fraud
may occur and not be detected. Also, projection of any evaluation of them to future periods is subject to the risk
that they may become inadequate because of changes in conditions or that the effectiveness of their design and
operation may deteriorate. This report recognizes that it is not practicable in an organization the size of Granite
Financial Group, Inc. to achieve all the divisions of duties and cross-checks generally included in a system of
internal accounting control and that alternatively greater reliance must be placed on surveillance by management.

Our consideration of the internal control would not necessarily disclose all matters in the internal control that
might be material weaknesses under standards established by the American Institute of Certified Public
Accountants. A material weakness is a condition in which the design or operation of the specific internal control
components does not reduce to a relatively low level the risk that error or fraud in amounts that would be material
in relation to the financial statements being audited may occur and not be detected within a timely period by
employees in the normal course of performing their assigned functions. However, we noted no matters involving
the internal control, including control activities for safeguarding securities, that we consider to be material
weaknesses as defined above.

Weunderstand that practices and procedures that accomplish the objectives referred to in the second paragraph of
this report are considered by the SEC to be adequate for its purposes in accordance with the Securities Exchange
Act of 1934 and related regulations, and that practices and procedures that do not accomplish such objectives in
all material respects indicate a material inadequacy for such purposes. Based on this understanding and on our
study, we believe that the Company's practices and procedures were adequate at December 31, 2003 to meet the
SEC’s objectives.

This report is intended solely for the information and use of the Board of Directors, management, the SEC, the
National Association of Securities Dealers, Inc., and other regulatory agencies that rely on rule 17a-5(g) under the
Securities Exchange Act of 1934 in their regulation of registered brokers and dealers, and is not intended to be
and should not be used by anyone other than these specified parties.

CORADINO HICKEY and HANSON
A CPA Corporation

TBriwe & Rfantn

Bruce A. Hanson, CPA

February 25, 2004
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